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Form 10–Q and Form 10–QSB (§ 249.308a 
of this chapter) filed for any quarter, 
such as would be the case when a pool-
ing of interests occurs or where an 
error is corrected, reconcile the 
amounts given with those previously 
reported and describe the reason for 
the difference. 

(3) Describe the effect of any dis-
posals of segments of a business, and 
extraordinary, unusual or infrequently 
occurring items recognized in each full 
quarter within the two most recent fis-
cal years and any subsequent interim 
period for which financial statements 
are included or are required to be in-
cluded by Article 3 of Regulation S–X, 
as well as the aggregate effect and the 
nature of year-end or other adjust-
ments which are material to the re-
sults of that quarter. 

(4) If the financial statements to 
which this information relates have 
been reported on by an accountant, ap-
propriate professional standards and 
procedures, as enumerated in the 
Statements of Auditing Standards 
issued by the Auditing Standards 
Board of the American Institute of Cer-
tified Public Accountants, shall be fol-
lowed by the reporting accountant 
with regard to the data required by 
this paragraph (a). 

(5) This paragraph (a) applies to any 
registrant, except a foreign private 
issuer, that has securities registered 
pursuant to sections 12(b) (15 U.S.C. 
§ 78l(b)) (other than mutual life insur-
ance companies) or 12(g) of the Ex-
change Act (15 U.S.C. § 78l(g)). 

(b) Information about oil and gas pro-
ducing activities. Registrants engaged in 
oil and gas producing activities shall 
present the information about oil and 
gas producing activities (as those ac-
tivities are defined in Regulation S–X, 
§ 210.4–10(a)) specified in paragraphs 9–
34 of Statement of Financial Account-
ing Standards (‘‘SFAS’’) No. 69, ‘‘Dis-
closures about Oil and Gas Producing 
Activities.’’ If such oil and gas pro-
ducing activities are regarded as sig-
nificant under one or more of the tests 
set forth in paragraph 8 of SFAS No. 69.

Instructions to Paragraph (b): 1. (a) SFAS No. 
69 disclosures that relate to annual periods 
shall be presented for each annual period for 
which an income statement is required. (b) 
SFAS No. 69 disclosures required as of the 

end of an annual period shall be presented as 
of the date of each audited balance sheet re-
quired, and (c) SFAS No. 69 disclosures re-
quired as of the beginning of an annual pe-
riod shall be presented as of the beginning of 
each annual period for which an income 
statement is required. 

2. This paragraph, together with § 210.4–10 
of Regulation S–X, prescribes financial re-
porting standards for the preparation of ac-
counts by persons engaged, in whole or in 
part, in the production of crude oil or nat-
ural gas in the United States, pursuant to 
Section 503 of the Energy Policy and Con-
servation Act of 1975 (42 U.S.C. 8383) 
(‘‘EPCA’’) and Section 11(c) of the Energy 
Supply and Environmental Coordination Act 
of 1974 (15 U.S.C. 796) (‘‘ESECA’’) as amended 
by Section 506 of EPCA. The application of 
the paragraph to those oil and gas producing 
operations of companies regulated for rate-
making purposes on an individual-company-
cost-of-service basis may, however, give ap-
propriate recognition to differences arising 
because of the effect of the ratemaking proc-
ess. 

3. Any person exempted by the Department 
of Energy from any record-keeping or report-
ing requirements pursuant to Section 11(c) of 
ESECA, as amended, is similarly exempted 
from the related provisions of this paragraph 
in the preparation of accounts pursuant to 
EPCA. This exemption does not affect the 
applicability of this paragraph to filings pur-
suant to the federal securities laws.

[47 FR 11401, Mar. 16, 1982, as amended at 47 
FR 57914, Dec. 29, 1982; 52 FR 30919, Aug. 18, 
1987; 56 FR 30053, July 1, 1991; 64 FR 73402, 
Dec. 30, 1999]

§ 229.303 (Item 303) Management’s dis-
cussion and analysis of financial 
condition and results of operations. 

(a) Full fiscal years. Discuss reg-
istrant’s financial condition, changes 
in financial condition and results of op-
erations. The discussion shall provide 
information as specified in paragraphs 
(a) (1), (2) and (3) with respect to liquid-
ity, capital resources and results of op-
erations and also shall provide such 
other information that the registrant 
believes to be necessary to an under-
standing of its financial condition, 
changes in financial condition and re-
sults of operations. Discussions of li-
quidity and capital resources may be 
combined whenever the two topics are 
interrelated. Where in the registrant’s 
judgment a discussion of segment in-
formation or of other subdivisions of 
the registrant’s business would be ap-
propriate to an understanding of such 
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business, the discussion shall focus on 
each relevant, reportable segment or 
other subdivision of the business and 
on the registrant as a whole. 

(1) Liquidity. Identify any known 
trends or any known demands, commit-
ments, events or uncertainties that 
will result in or that are reasonably 
likely to result in the registrant’s li-
quidity increasing or decreasing in any 
material way. If a material deficiency 
is identified, indicate the course of ac-
tion that the registrant has taken or 
proposes to take to remedy the defi-
ciency. Also identify and separately de-
scribe internal and external sources of 
liquidity, and briefly discuss any mate-
rial unused sources of liquid assets. 

(2) Capital resources. (i) Describe the 
registrant’s material commitments for 
capital expenditures as of the end of 
the latest fiscal period, and indicate 
the general purpose of such commit-
ments and the anticipated source of 
funds needed to fulfill such commit-
ments. 

(ii) Describe any known material 
trends, favorable or unfavorable, in the 
registrant’s capital resources. Indicate 
any expected material changes in the 
mix and relative cost of such resources. 
The discussion shall consider changes 
between equity, debt and any off-bal-
ance sheet financing arrangements. 

(3) Results of operations. (i) Describe 
any unusual or infrequent events or 
transactions or any significant eco-
nomic changes that materially affected 
the amount of reported income from 
continuing operations and, in each 
case, indicate the extent to which in-
come was so affected. In addition, de-
scribe any other significant compo-
nents of revenues or expenses that, in 
the registrant’s judgment, should be 
described in order to understand the 
registrant’s results of operations. 

(ii) Describe any known trends or un-
certainties that have had or that the 
registrant reasonably expects will have 
a material favorable or unfavorable im-
pact on net sales or revenues or income 
from continuing operations. If the reg-
istrant knows of events that will cause 
a material change in the relationship 
between costs and revenues (such as 
known future increases in costs of 
labor or materials or price increases or 

inventory adjustments), the change in 
the relationship shall be disclosed. 

(iii) To the extent that the financial 
statements disclose material increases 
in net sales or revenues, provide a nar-
rative discussion of the extent to which 
such increases are attributable to in-
creases in prices or to increases in the 
volume or amount of goods or services 
being sold or to the introduction of 
new products or services. 

(iv) For the three most recent fiscal 
years of the registrant, or for those fis-
cal years beginning after December 25, 
1979, or for those fiscal years in which 
the registrant has been engaged in 
business, whichever period is shortest, 
discuss the impact of inflation and 
changing prices on the registrant’s net 
sales and revenues and on income from 
continuing operations.

Instructions to Paragraph 303(a): 1. The reg-
istrant’s discussion and analysis shall be of 
the financial statements and of other statis-
tical data that the registrant believes will 
enhance a reader’s understanding of its fi-
nancial condition, changes in financial con-
dition and results of operations. Generally, 
the discussion shall cover the three year pe-
riod covered by the financial statements and 
shall use year-to-year comparisons or any 
other formats that in the registrant’s judg-
ment enhance a reader’s understanding. 
However, where trend information is rel-
evant, reference to the five year selected fi-
nancial data appearing pursuant to Item 301 
of Regulation S–K (§ 229.301) may be nec-
essary. 

2. The purpose of the discussion and anal-
ysis shall be to provide to investors and 
other users information relevant to an as-
sessment of the financial condition and re-
sults of operations of the registrant as deter-
mined by evaluating the amounts and cer-
tainty of cash flows from operations and 
from outside sources. The information pro-
vided pursuant to this Item need only in-
clude that which is available to the reg-
istrant without undue effort or expense and 
which does not clearly appear in the reg-
istrant’s financial statements. 

3. The discussion and analysis shall focus 
specifically on material events and uncer-
tainties known to management that would 
cause reported financial information not to 
be necessarily indicative of future operating 
results or of future financial condition. This 
would include descriptions and amounts of 
(A) matters that would have an impact on 
future operations and have not had an im-
pact in the past, and (B) matters that have 
had an impact on reported operations and 
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are not expected to have an impact upon fu-
ture operations. 

4. Where the consolidated financial state-
ments reveal material changes from year to 
year in one or more line items, the causes for 
the changes shall be described to the extent 
necesary to an understanding of the reg-
istrant’s businesses as a whole; Provided, 
however, That if the causes for a change in 
one line item also relate to other line items, 
no repetition is required and a line-by-line 
analysis of the financial statements as a 
whole is not required or generally appro-
priate. Registrants need not recite the 
amounts of changes from year to year which 
are readily computable from the financial 
statements. The discussion shall not merely 
repeat numerical data contained in the con-
solidated financial statements. 

5. The term ‘‘liquidity’’ as used in this 
Item refers to the ability of an enterprise to 
generate adequate amounts of cash to meet 
the enterprise’s needs for cash. Except where 
it is otherwise clear from the discussion, the 
registrant shall indicate those balance sheet 
conditions or income or cash flow items 
which the registrant believes may be indica-
tors of its liquidity condition. Liquidity gen-
erally shall be discussed on both a long-term 
and short-term basis. The issue of liquidity 
shall be discussed in the context of the reg-
istrant’s own business or businesses. For ex-
ample a discussion of working capital may 
be appropriate for certain manufacturing, in-
dustrial or related operations but might be 
inappropriate for a bank or public utility. 

6. Where financial statements presented or 
incorporated by reference in the registration 
statement are required by § 210.4–08(e)(3) of 
Regulation S–X [17 CFR part 210] to include 
disclosure of restrictions on the ability of 
both consolidated and unconsolidated sub-
sidiaries to transfer funds to the registrant 
in the form of cash dividends, loans or ad-
vances, the discussion of liquidity shall in-
clude a discussion of the nature and extent 
of such restrictions and the impact such re-
strictions have had and are expected to have 
on the ability of the parent company to meet 
its cash obligations. 

7. Registrants are encouraged, but not re-
quired, to supply forward-looking informa-
tion. This is to be distinguished from pres-
ently known data which will impact upon fu-
ture operating results, such as known future 
increases in costs of labor or materials. This 
latter data may be required to be disclosed. 
Any forward-looking information supplied is 
expressly covered by the safe harbor rule for 
projections. See Rule 175 under the Securi-
ties Act [17 CFR 230.175], Rule 3b–6 under the 
Exchange Act [17 CFR 240.3b–6] and Securi-
ties Act Release No. 6084 (June 25, 1979) (44 
FR 38810). 

8. Registrants are only required to discuss 
the effects of inflation and other changes in 
prices when considered material. This dis-

cussion may be made in whatever manner 
appears appropriate under the cir-
cumstances. All that is required is a brief 
textual presentation of management’s views. 
No specific numerical financial data need be 
presented except as Rule 3–20(c) of Regula-
tion S–X (§ 210.3–20(c) of this chapter) other-
wise requires. However, registrants may 
elect to voluntarily disclose supplemental 
information on the effects of changing prices 
as provided for in Statement of Financial 
Accounting Standards No. 89, ‘‘Financial Re-
porting and Changing Prices’’ or through 
other supplemental disclosures. The Com-
mission encourages experimentation with 
these disclosures in order to provide the 
most meaningful presentation of the impact 
of price changes on the registrant’s financial 
statements. 

9. Registrants that elect to disclose supple-
mentary information on the effects of chang-
ing prices as specified by SFAS No. 89, ‘‘Fi-
nancial Reporting and Changing Prices,’’ 
may combine such explanations with the dis-
cussion and analysis required pursuant to 
this Item or may supply such information 
separately with appropriate cross reference. 

10. All references to the registrant in the 
discussion and in this Item shall mean the 
registrant and its subsidiaries consolidated. 

11. Foreign private registrants also shall 
discuss briefly any pertinent governmental 
economic, fiscal, monetary, or political poli-
cies or factors that have materially affected 
or could materially affect, directly or indi-
rectly, their operations or investments by 
United States nationals. 

12. If the registrant is a foreign private 
issuer, the discussion shall focus on the pri-
mary financial statements presented in the 
registration statement or report. There shall 
be a reference to the reconciliation to United 
States generally accepted accounting prin-
ciples, and a discussion of any aspects of the 
difference between foreign and United States 
generally accepted accounting principles, 
not discussed in the reconciliation, that the 
registrant believes is necessary for an under-
standing of the financial statements as a 
whole.

(b) Interim periods. If interim period 
financial statements are included or 
are required to be included by Article 3 
of Regulation S–X (17 CFR 210), a man-
agement’s discussion and analysis of 
the financial condition and results of 
operations shall be provided so as to 
enable the reader to assess material 
changes in financial condition and re-
sults of operations between the periods 
specified in paragraphs (b) (1) and (2) of 
this Item. The discussion and analysis 
shall include a discussion of material 
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changes in those items specifically list-
ed in paragraph (a) of this Item, except 
that the impact of inflation and chang-
ing prices on operations for interim pe-
riods need not be addressed. 

(1) Material changes in financial condi-
tion. Discuss any material changes in 
financial condition from the end of the 
preceding fiscal year to the date of the 
most recent interim balance sheet pro-
vided. If the interim financial state-
ments include an interim balance sheet 
as of the corresponding interim date of 
the preceding fiscal year, any material 
changes in financial condition from 
that date to the date of the most re-
cent interim balance sheet provided 
also shall be discussed. If discussions of 
changes from both the end and the cor-
responding interim date of the pre-
ceding fiscal year are required, the dis-
cussions may be combined at the dis-
cretion of the registrant. 

(2) Material changes in results of oper-
ations. Discuss any material changes in 
the registrant’s results of operations 
with respect to the most recent fiscal 
year-to-date period for which an in-
come statement is provided and the 
corresponding year-to-date period of 
the preceding fiscal year. If the reg-
istrant is required to or has elected to 
provide an income statement for the 
most recent fiscal quarter, such discus-
sion also shall cover material changes 
with respect to that fiscal quarter and 
the corresponding fiscal quarter in the 
preceding fiscal year. In addition, if 
the registrant has elected to provide an 
income statement for the twelve-
month period ended as of the date of 
the most recent interim balance sheet 
provided, the discussion also shall 
cover material changes with respect to 
that twelve-month period and the 
twelve-month period ended as of the 
corresponding interim balance sheet 
date of the preceding fiscal year. Not-
withstanding the above, if for purposes 
of a registration statement a reg-
istrant subject to paragraph (b) of 
§ 210.3–03 of Regulation S–X provides a 
statement of income for the twelve-
month period ended as of the date of 
the most recent interim balance sheet 
provided in lieu of the interim income 

statements otherwise required, the dis-
cussion of material changes in that 
twelve-month period will be in respect 
to the preceding fiscal year rather than 
the corresponding preceding period.

Instructions to Paragraph (b) of Item 303: 1. If 
interim financial statements are presented 
together with financial statements for full 
fiscal years, the discussion of the interim fi-
nancial information shall be prepared pursu-
ant to this paragraph (b) and the discussion 
of the full fiscal year’s information shall be 
prepared pursuant to paragraph (a) of this 
Item. Such discussions may be combined. 

2. In preparing the discussion and analysis 
required by this paragraph (b), the registrant 
may presume that users of the interim finan-
cial information have read or have access to 
the discussion and analysis required by para-
graph (a) for the preceding fiscal year. 

3. The discussion and analysis required by 
this paragraph (b) is required to focus only 
on material changes. Where the interim fi-
nancial statements reveal material changes 
from period to period in one or more signifi-
cant line items, the causes for the changes 
shall be described if they have not already 
been disclosed: Provided, however, That if the 
causes for a change in one line item also re-
late to other line items, no repetition is re-
quired. Registrants need not recite the 
amounts of changes from period to period 
which are readily computable from the fi-
nancial statements. The discussion shall not 
merely repeat numerical data contained in 
the financial statements. The information 
provided shall include that which is avail-
able to the registrant without undue effort 
or expense and which does not clearly appear 
in the registrant’s condensed interim finan-
cial statements. 

4. The registrant’s discussion of material 
changes in results of operations shall iden-
tify any significant elements of the reg-
istrant’s income or loss from continuing op-
erations which do not arise from or are not 
necessarily representative of the registrant’s 
ongoing business. 

5. The registrant shall discuss any seasonal 
aspects of its business which have had a ma-
terial effect upon its financial condition or 
results of operation. 

6. Registrants are encouraged but are not 
required to discuss forward-looking informa-
tion. Any forward-looking information sup-
plied is expressly covered by the safe harbor 
rule for projections. See Rule 175 under the 
Securities Act [17 CFR 230. 175], Rule 3b–6 
under the Exchange Act [17 CFR 249.3b–6] and 
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Securities Act Release No. 6084 (June 25, 
1979) (44 FR 38810).

(Secs. 7 and 19a of the Securities Act, 15 
U.S.C. 77g, 77s(a), 77aa(25)(26); secs. 12, 13, 14, 
15(d), and 23(a) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78l, 78m, 78n, 78o(d), 
78w(a), secs. 5(b), 10(a), 14, 20(a) of the Public 
Utility Holding Company Act, 15 U.S.C. 
79e(a), 79n, 79t(a); secs. 8, 20, 30, 31(c), 38(a) of 
the Investment Company Act of 1940, 15 
U.S.C. 80a–8, 80a–20, 80a–29, 80a–30(c), 80a–
37(a); secs. 6, 7, 8, 10, 19(a), 48 Stat. 78, 79, 81, 
85; secs. 205, 209, 48 Stat. 906, 908; sec. 301, 54 
Stat. 857; sec. 8, 68 Stat. 685; sec. 1, 79 Stat. 
1051; sec. 308(a)(2), 90 Stat. 57; secs. 12, 13, 
15(d), 23(a), 48 Stat. 892, 894, 895, 901; secs. 1, 
3, 8, 49 Stat. 1375, 1377, 1379; sec. 203(a), 49 
Stat. 704; sec. 202, 68 Stat. 686; secs. 3, 4, 6, 78 
Stat. 565–568, 569, 570–574; secs. 1, 2, 82 Stat. 
454; sec. 28(c), 84 Stat. 1435; secs. 1, 2, 84 Stat. 
1497; sec. 105(b), 88 Stat. 1503; secs. 8, 9, 10, 18, 
89 Stat. 117, 118, 119, 155; sec. 308(b), 90 Stat. 
57; secs. 202, 203, 204, 91 Stat. 1494, 1498, 1499, 
1500; secs. 8 30, 31(c), 38(a), 54 Stat. 803, 836, 
838, 841; 74 Stat. 201; 84 Stat. 1415; 15 U.S.C. 
77f, 77g, 77h, 77j, 77s(a), 78l, 78m, 78o(d), 
78w(a), 80a–8, 80a–29, 80a–30(c), 80a–37(a)) 

[47 FR 11401, Mar. 16, 1982, as amended at 47 
FR 29839, July 9, 1982; 47 FR 54768, Dec. 6, 
1982; 52 FR 30919, Aug. 18, 1987]

§ 229.304 (Item 304) Changes in and 
disagreements with accountants on 
accounting and financial disclosure. 

(a)(1) If during the registrant’s two 
most recent fiscal years or any subse-
quent interim period, an independent 
accountant who was previously en-
gaged as the principal accountant to 
audit the registrant’s financial state-
ments, or an independent accountant 
who was previously engaged to audit a 
significant subsidiary and on whom the 
principal accountant expressed reli-
ance in its report, has resigned (or indi-
cated it has declined to stand for re-
election after the completion of the 
current audit) or was dismissed, then 
the registrant shall: 

(i) State whether the former account-
ant resigned, declined to stand for re-
election or was dismissed and the date 
thereof. 

(ii) State whether the principal ac-
countant’s report on the financial 
statements for either of the past two 
years contained an adverse opinion or a 
disclaimer of opinion, or was qualified 
or modified as to uncertainty, audit 
scope, or accounting principles; and 
also describe the nature of each such 

adverse opinion, disclaimer of opinion, 
modification, or qualification. 

(iii) State whether the decision to 
change accountants was recommended 
or approved by: 

(A) Any audit or similar committee 
of the board of directors, if the issuer 
has such a committee; or 

(B) The board of directors, if the 
issuer has no such committee. 

(iv) State whether during the reg-
istrant’s two most recent fiscal years 
and any subsequent interim period pre-
ceding such resignation, declination or 
dismissal there were any disagree-
ments with the former accountant on 
any matter of accounting principles or 
practices, financial statement disclo-
sure, or auditing scope or procedure, 
which disagreement(s), if not resolved 
to the satisfaction of the former ac-
countant, would have caused it to 
make reference to the subject matter 
of the disagreement(s) in connection 
with its report. Also, (A) describe each 
such disagreement; (B) state whether 
any audit or similar committee of the 
board of directors, or the board of di-
rectors, discussed the subject matter of 
each of such disagreements with the 
former accountant; and (C) state 
whether the registrant has authorized 
the former accountant to respond fully 
to the inquiries of the successor ac-
countant concerning the subject mat-
ter of each of such disagreements and, 
if not, describe the nature of any limi-
tation thereon and the reason there-
fore. The disagreements required to be 
reported in response to this Item in-
clude both those resolved to the former 
accountant’s satisfaction and those not 
resolved to the former accountant’s 
satisfaction. Disagreements con-
templated by this Item are those that 
occur at the decision-making level, i.e., 
between personnel of the registrant re-
sponsible for presentation of its finan-
cial statements and personnel of the 
accounting firm responsible for ren-
dering its report. 

(v) Provide the information required 
by paragraph (a)(1)(iv) of this Item for 
each of the kinds of events (even 
though the registrant and the former 
accountant did not express a difference 
of opinion regarding the event) listed 
in paragraphs (a)(1)(v) (A) through (D) 
of this section, that occurred within 
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